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ELECTION NOT TO WITHHOLD AVAILABLE FOR 
DECEMBER 
Senate Bill 1238 (Chapter 311), as 
enacted by the legislature and signed by 
Governor Napolitano, amends Arizona’s 
withholding statutes to provide a 
voluntary election by employers to not 
withhold Arizona taxes from employee 
compensation paid during the month of 
December. For 2005, this election must 
be made by October 1; for any 
subsequent year, the election must be 
made by July 1 of that year. 

A.R.S. § 43-401 was amended by 
inserting a new subparagraph B stating,  
“An employer may voluntarily elect to 
not withhold tax during December by 
notifying: 
1. The department on a form 

prescribed by the department. 
2. The employer’s employees in 

writing in a manner prescribed by 
the department.” 

(Continued on page 6) 

2005 ARIZONA LEGISLATIVE SUMMARIES 
The 2005 Legislative Summary is a brief summary of the tax-related bills that were 
enacted by the Arizona Legislature and approved by the Governor. This month: 
Administration and Transaction Privilege Tax. 

The general effective date is August 12, 2005 unless otherwise stated. Copies of these 
bills can be downloaded at www.azleg.state.az.us/FinalDisposition.asp or may be 
requested from the Secretary of State’s Office by calling (602) 542-4086. 

ADMINISTRATION 
Senate Bill 1171 (Chapter 95) 
Taxation; Managed Audit Agreements  
SB 1171 establishes a managed audit 
agreement program where the 
Department of Revenue (DOR) and the 
taxpayer work together to audit the 
taxpayer’s books.  
This bill allows the taxpayer to request a 
managed audit agreement, and DOR 
may enter into a managed audit 
agreement with a taxpayer to audit 
certain business activities and types of 
taxes for a specified time period.  The 
types of taxes that may be included 
under the managed audit include the 
transaction privilege tax (TPT), local 
excise tax, use tax and luxury tax 

beginning January 2006, with corporate 
income taxpayers becoming eligible for 
the program beginning January 2007.  
Once the managed audit is completed, 
the taxpayer is required to submit the 
findings to DOR, at which time DOR 
may review the audited records and 
accept or reject the taxpayer’s findings 
and assess a deficiency or issue a 
refund.  If a deficiency is assessed, the 
taxpayer is not required to pay penalties 
unless the managed audit discloses that 
the taxpayer committed fraud or willful 
tax evasion. Under this bill interest does 
not accrue on a deficiency or refund if 
paid within 45 days of the date of the 
assessment or refund determination.  
The taxpayer maintains the same appeal 

(Continued on page 5) 
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***REMINDER*** 
F O R  N O N - EF T TP T  F I L E R S  

To avoid a delinquency, postmark your  
June 2005 TPT return no later than  

July 25, 2005 or deliver to DOR no later than 
July 28, 2005. 

The Arizona TaxNews is a publication of the Arizona Department 
of Revenue. Information contained herein is of a general nature 
and is not designed to address complex issues in detail. 
Taxpayers requiring information concerning a specific tax matter 
should contact the appropriate office. This newsletter is available 
in an alternative format upon request. Subscription information 
may be obtained from the Publications Unit at 602-716-6797 or 
toll free from area codes 520 & 928, 1-877-863-0655. 

TAX CALENDAR 
JULY 2005 

Due For Period 
Date Ending 
 
4 Federal holiday observed—Independence Day 

All offices closed 
15 Income Tax Returns:  3/31/05 
   Form 120:  Corporation 
   Form 140:  Individual 
   Form 141:  Fiduciary 
   Form 165:  Partnership 
15   Form 120:  Corporation with  9/30/04 
 Automatic Extension 
15   Form 120S:  S Corporation  4/30/05 
15   Form 99:  Exempt Organization 
 Annual Information Return 
   Form 99T:  Exempt Organization  2/28/05 
15   Form 120ES:  Estimated Tax Payment, 
  Corporation 
 First Installment  3/31/06 
 Second Installment  1/31/06 
 Third Installment  10/31/05 
 Fourth Installment  7/31/05 
20 Form TPT-1:  Transaction Privilege Tax: 
 June Monthly Filers and Quarterly Filers 6/30/05 
20 Bingo:  Financial Reports  6/30/05 
20 Luxury Tax: Various Forms  6/30/05 
25 EFT Form TPT-1 and Payment: 
   Transaction Privilege Tax: 
 June Monthly Filers  6/30/05 
August 1 
 Form A1-QRT—Withholding Tax 6/30/05 
 
 

 
Withholding Tax Payment Information: 

If the average amount of Arizona income taxes withheld in the 
preceding four calendar quarters exceeds $1,500 the employer must 
make its Arizona withholding payments to the Department of 
Revenue at the same time as the employer is required to make 
federal withholding deposits. 

If the average amount of Arizona income taxes withheld in the 
preceding four calendar quarters does not exceed $1,500 the 
employer must make its Arizona withholding payments to the 
department on a quarterly basis. 

The Tax Facts—Summary of General Fund 
Revenues & Individual Income Tax Receipts—

are available on the department’s website, 
www.azdor.gov 

E-Mail Your Questions 
If you have a question that you cannot find the 
answer to, our Technical Assistance personnel may 
prove useful to you. We will gladly respond to any 
e-mail technical tax inquiry. All inquiries will be 
responded to within two working days.  

E-mail your question to:  
TaxpayerAssistance@azdor.gov  

In the interest of maintaining confidentiality, DOR 
cannot respond to inquiries that include a Social 
Security number, FEIN, TPT or W/H number, or 
other specific taxpayer identifiers. 

Department of Revenue Telephone 
Numbers & Web addresses 

Individual & Corporate Income Tax  
.................................................... (602) 255-3381 
Toll-free from  
area codes 520 and 928............... (800) 352-4090 

Transaction Privilege, Use, Withholding Tax, 
Licensing.................................... (602) 255-2060 
Toll-free from  
area codes 520 and 928............... (800) 843-7196 

Hearing Impaired TDD User .. (602) 542-4021 
Toll-free from  
area codes 520 and 928............... (800) 397-0256 

To order forms by phone ......... (602) 542-4260 

Forms by fax ............................. (602) 542-3756 

Forms and instructions are also available  
on our website at ......................www.azdor.gov 

Businesses can now register, file and pay  
online at ...............................www.AZTaxes.gov 
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As ordered by the court, a notice was sent by June 30, 
2005, to the 3,000 claimants who were identified as 
possibly having been overpaid.  The notice informs 
the recipient of the motion filed with the court; that 
they have been identified as a claimant that potentially 
received a payment in excess of the amount they are 
entitled to; that they will not receive another 
installment unless the court requires it when the 
motion is resolved; and that they may be required to 
repay any amount they received in excess of the 
amount they were entitled to.    

All claimants scheduled to receive a warrant received 
a second installment letter.  The letter included a 
refund calculation indicating the amount of the 
warrant they will be receiving by July 20, 2005 and 
included text on pertinent topics such as interest, the 
payment schedule, and Internal Revenue Forms they 
may receive from us.  
The computer file to generate the warrants was 
forwarded on July 5, 2005.  The warrants will be 
mailed in batches and all 305,081 warrants should be 
in the mail by July 15. 

LADEWIG UPDATE 

ARIZONA CONFORMITY WITH THE INTERNAL REVENUE CODE FOR 
2004 RETURNS 

During 2004, Congress enacted, and President Bush 
signed, the American Jobs Creation Act of 2004 (P.L. 
108-357) and the Working Families Tax Relief Act of 
2004 (P.L. 108-311). Both of these bills contained 
retroactive provisions that affect the 2004 taxable year 
and prior taxable years. A couple of the more 
frequently used retroactive provisions in these bills are 
the federal election to deduct state and local sales taxes 
in lieu of state and local income taxes and the 
extension of the above-the-line deduction for educator 
expenses. 
For Arizona income tax purposes, the starting point for 
the Arizona individual income tax computation is the 
federal adjusted gross income determined under the 
Internal Revenue Code as of a specific date (usually 
January 1 of the taxable year). Additionally, itemized 
deductions allowed on the Arizona income tax return 
are those deductions allowable under the Internal 
Revenue Code. 
Annually, the Arizona Legislature must act to adopt a 
definition of the Internal Revenue Code, deciding 
whether or not to conform to any changes that have 
been made by Congress. Senate Bill 1529 (Chapter 
334) amended A.R.S. § 42-1001 and A.R.S. § 43-105 
to conform the Arizona definition of “internal revenue 
code” to the Internal Revenue Code in effect on 

January 1, 2005 including those provisions that became 
effective during 2004 and adopt the retroactive effective 
dates of all retroactive provisions. Therefore, current 
Arizona law now recognizes the federal legislation 
mentioned above.  
Senate Bill 1529 (Chapter 334) did not affect the three 
provisions where Arizona did not previously conform to 
the federal changes. For the 30 percent special bonus 
depreciation provided in the Job Creation and Worker 
Assistance Act of 2002 and both the 50 percent bonus 
depreciation and Section 179 expensing in the Jobs and 
Growth Tax Relief Reconciliation Act of 2003, Arizona 
taxpayers must make an adjustment to add back the 
amount taken at the federal level and subtract the amount 
allowable by Arizona when calculating Arizona income 
tax. 
The 2004 forms and instructions were designed to allow 
these retroactive federal provisions, so most taxpayers 
have no adjustments to make. However, some tax 
preparation software and some tax professionals did make 
adjustments to exclude these retroactive provisions from 
the Arizona return. Amended returns may be filed for any 
of these items not included on the original Arizona return. 
(The provisions of Senate Bill 1529 (Chapter 334) are 
effective on the general effective date, August 12, 2005.) 
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LICENSE NUMBERS & EINS REQUIRED ON RETURNS & PAYMENTS 
The Arizona Department of Revenue (DOR) is experi-
encing a dramatic growth in the number of payments re-
ceived without the federal Employer Identification Num-
ber (EIN) or by businesses that have not registered with 
us first.  This may cause the payments and/or returns to 
not be credited correctly to the taxpayer and could result 
in collections activities being initiated, including liens 
and levies of bank accounts. 
DON’T LET THIS HAPPEN TO YOU OR 
YOUR CLIENTS!  
These five easy steps will help you avoid problems. 
 Apply for Transaction Privilege Tax, Use Tax, and 

Employer Withholding licensing prior to submitting 
any payments or tax returns.  You can apply on-line at 
AZTaxes.gov any time. 
 Prior to applying for a license with DOR, make sure 

that you have the EIN issued by the IRS, if required 
(includes employers, corporations, S-corps, and some 
trusts, partnerships and LLCs).  Go to IRS.gov to ap-
ply on-line. 
 Always use the EIN on withholding submissions. 

Never submit returns or payments with “applied-for” 
entered in the license number box.  With the ease of 
on-line registrations, there is no reason to submit any-
thing without the appropriate identifier. 
 Do not submit returns or payments with EIN or SSN 

in the box if you have not first registered with DOR. 
 Enter the TPT license number and EIN or SSN if a 

Sole Proprietor on every TPT and use tax return sub-
mitted (TPT-1 form) and the EIN on every withhold-
ing return or payment (includes A1QRT, A1WP, 
A1R, and A1APR, etc.). 

Due to the high volume of payments and returns submit-
ted without identification numbers or having completed 
the registration process, DOR is undertaking a major ef-
fort to contact those businesses who have submitted pay-
ments or returns without appropriate license numbers or 
registrations.  If you are contacted about this matter, 
please respond immediately and obtain appropriate li-
censing, if needed, or provide the requested information. 
Please note that the licensing and registration require-
ments have changed in the past 18 months.  The number 
format for TPT licenses have changed and DOR no 
longer issues an Arizona Withholding Identification num-
ber.  Although the federal EIN is used for withholding 
submissions, registration with the state is still required. 
In addition, some taxpayers and practitioners have at-
tempted to submit multiple returns for the same period.  
Typically, this occurs when businesses maintain separate 
accounting practices for business locations.  In this case, 
the businesses may opt for separate TPT licenses for 
transaction privilege (sales) tax, while retaining a single 
EIN.  However, they MUST submit consolidated filing 
for employer withholding and filings, in accordance with 
the same practices at the IRS.  Be aware that our com-
puter systems will not accept multiple returns for a single 
tax filing period and attempting to file in this manner will 
result in errors and contacts from the agency. 
DOR is committed to minimizing the burden for tax pay-
ments and filing of returns, and we hope this information 
will assist you. If you have questions about licensing and 
tax filing requirements, please contact Taxpayer Informa-
tion and Assistance at 602 255-2060, or toll-free at  
800 843-7196 (from 520 or 928 area codes). 

E-FILE THROUGH OCTOBER 17 
Income tax returns filed during the six-month 
extension period following the April 15, 2005 deadline 
can be e-filed.  Both refund and balance due returns 
will be accepted through October 17, 2005.  Please 
remember that your clients must have paid any taxes 
owed on or before April 15, 2005, to avoid penalties 
and interest.  If your client owes additional taxes, you 
can choose direct debit making sure that the debit date 
is the same as the file date.  If any other date is entered 
the return will be rejected. 
If you are not yet an approved Electronic Return 
Originator (ERO) and want to e-file your clients’ tax 
returns, you must first enroll with the Internal Revenue 
Service.  Once you have your IRS Electronic Filer 
Identification Number (EFIN), you can e-file with the 
state of Arizona. 
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rights as if DOR had conducted the audit.  In addition, 
a limited managed audit does not preclude DOR from 
auditing issues not covered under the managed audit 
agreement, subject to the statute of limitations. 
Provisions 
 Establishes a managed audit agreement program 

that the taxpayer and DOR agree to determine the 
liability for any privilege tax, local excise tax, use 
tax, luxury tax or corporate income tax. 

 Allows DOR to consider all relevant factors when 
determining whether to enter into a managed audit 
agreement, including the taxpayer’s history of tax 
compliance, any legal dispute with DOR and its 
relevance to the managed audit proposal, the 
amount of time and quality of resources the 
taxpayer is able to dedicate to the audit and the 
extent and availability of the taxpayer’s records. 

 Requires DOR to notify the cities or towns in 
which the taxpayer conducts business. 

 Prohibits a city or town that does not agree to 
participate in the managed audit agreement from 
conducting an audit for 42 months following the 
end of the last tax period covered by the 
agreement with some exceptions. 

 Requires the taxpayer to provide written findings 
of the managed audit agreement to DOR. 

 Requires DOR to accept or reject the managed 
audit findings after performing the review. 

 Provides the taxpayers with the same appeal rights 
as if DOR conducted the audit 

 Prohibits DOR from assessing interest or penalties 
unless the managed audit discloses that the 
taxpayer committed fraud or willful tax evasion or 
collected monies represented as tax but were not 
remitted to the state. 

 Requires the taxpayer to pay interest if the entire 
assessment is paid after 45 days. 

 DOR is not required to pay interest if the refund is 
paid within 45 days. 

 Requires, in cases of appeal, interest to be 
calculated on any additional tax that is due or any 
refund. 

 Allows DOR to audit issues not covered by 
limited managed audit agreement and within the 
statute of limitations.  

Senate Bill 1185 (Chapter 196) 
Use Tax Percentage Based Reporting  
SB 1185 adds a Use tax statute that allows for an 
alternative method of reporting based on a percentage. 
Provisions: 

2005 Legislation 
(Continued from page 1)  Allows the Director of DOR to permit a taxpayer 

to use a percentage-based reporting method for 
determining use tax payments by issuing a letter of 
authorization.  

 The letter of authorization is valid for four years.  
 Allows the Director of DOR to revoke the letter of 

authorization under certain conditions.  
 The revocation of a letter of authorization made by 

the director may not be appealed by the taxpayer.   
 Allows DOR to audit a taxpayer that has the letter 

of authorization for a percentage-based reporting 
method regarding the calculation of use tax.  

 Allows the taxpayer to protest a determination of 
an audit, limited to whether DOR’s proposed 
changes are correct to the terms of the letter of 
authorization.  

 Becomes effective for taxpayers who use direct 
use tax payments for tax periods after June 30th, 
2005 and for all use taxpayers on June 30th, 2007. 

TRANSACTION PRIVILEGE/USE TAX 
House Bill 2155 (Chapter 11) 
2005 Tax Corrections Act   

HB 2155 makes technical, conforming and clarifying 
changes to Arizona tax statutes.  
 A use tax exemption for property used for 

mentally or physically handicapped persons was 
brought into conformity with changes made by 
Laws 2004, Ch. 61, § 2 to the complementary TPT 
retail exemption. 

 A.R.S. § 42-3251 and A.R.S. § 42-5160 were 
corrected to provide one version instead of two. 

 Also contains some income tax changes. 
Senate Bill 1439 (Chapter 62) 
Lodging Sales Tax; Application  
SB 1439 relates to the taxation of transient lodging 
(hotel/resort) businesses, and the various services and 
activities that are provided.  
Transporting Classification 
SB 1439 exempts from the transporting classification 
entities arranging transportation as a convenience or 
service to its customers if that entity is not otherwise 
engaged in the business of transporting person, freight 
or property for hire. Exemption is not extended to 
those businesses that dispatch vehicles upon customer 
request, send billings and receive payments. 
Telecommunication classification 
For a person that is engaged in a transient lodging 
business subject to taxation under the transient lodging 
classification and provides telephone, fax, or internet 

(Continued on page 7) 



E-SERVICES UNAVAILABLE DURING SOFTWARE 
UPGRADE 

The IRS will install a software upgrade for e-Services 
July 21 through August 4. During installation of the 
upgrade, e-Services will not be available. This is a 
scheduled outage and is needed to update the current 
e-Services software. Tax professionals and others who 
use e-Services products will notice minimal changes 
after the upgrade. 
E-Services are Web-based products that allow tax 
professionals and payers to do business with the IRS 
electronically. These services are available 24 hours a 
day, 7 days a week from just about any computer with 
an Internet connection. 
E-Services products include the following: 
 Preparer Tax Identification Number (PTIN) 

Application 

 Online e-file Application 
 Taxpayer Identification Number (TIN) Matching 

In addition, tax professionals who e-file five or more 
accepted business or individual tax returns in a season 
are also eligible to use three additional e-Services 
products: 
 Disclosure Authorization (DA) 
 Electronic Account Resolution (EAR) 
 Transcript Delivery System (TDS) 

For more information about e-Services, including 
upgrade updates during the outage, please visit the 
IRS.gov Web site and type the Keyword “eservices” 
into the IRS Keyword search box in the upper right-
hand corner. 

LIEN PROCESSING CENTRALIZATION BEGAN AT THE CINCINNATI 
IRS CAMPUS FOR AZ, CO, MT, NM, NY, NV, UT & WY  
The SB/SE division of the IRS is continuing to 
redesign its Compliance Support function to achieve 
greater operational efficiencies and improve its ability 
to enforce the federal tax laws.  
The redesign provides for the centralization of all lien 
processing activities into the IRS Cincinnati 
campus.  The centralization design focuses on 
efficiency and responsiveness to stakeholder needs and 
will occur over several months on a state-by-state 
basis.  
 

Centralized Case Processing (CCP) began taking 
requests for the states of Arizona, Colorado, Montana, 
New Mexico, New York, Nevada, Utah, and 
Wyoming on June 13. 
A toll free number, (800) 913-6050, is now available 
to process lien release or payoff requests. This phone 
number will be operational from 8:00 a.m. to 5:00 
p.m. local time.  You may also fax your requests to 
859-669-5152. 
For further information see Headliner #64 for 2004, 
located on the IRS.gov Web site. 
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Section 5 of SB 1238 states: 
“A. This act is effective from and after August 31, 2005. 
B. Before October 1, 2005 and before July 1 each year 

thereafter, each employer who chooses to not 
withhold tax pursuant to section 43-401, subsection 
B, Arizona Revised Statutes, as amended by this act 
shall notify each employee that: 

Election Not to Withhold 
(Continued from page 1) 

1. State income taxes will not be withheld from 
compensation in December. 

2. The employee may elect to change the rate of 
withholding tax prescribed by section 43-401, 
Arizona Revised Statutes, to compensate for the 
resulting change in annual withholdings from the 
employee’s compensation.” 

Specific details and the election form will be mailed to 
all Arizona employers by the end of August. 
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access services to its customers at an additional 
charge, and the amounts are separately stated on the 
customer invoice, revenue is considered to be taxable 
under the telecommunication classification. 
Transient Lodging classification 
Tax base for transient lodging excludes from gross 
proceeds;  
1. Transactions or activities that would not be 

taxable to that person if engaged in that business 
activity and are not limited to transients. 

2. Transactions or activities that would not be 
taxable under the transporting or amusement 
classification due to an exclusion, exemption or 
deduction and are limited to transients. 

3.  Certain commission payments. 
Amusements; 
Arranging an amusement activity as a service for 
another person is not taxable under the transient lodging 
activity.  This exception does not apply to businesses 
that operate or conduct amusements pursuant to 
customer orders and send the billings and receive 
payments.  
The bill has a general effective date for some of the 
provisions.  The sections relating to amusements and 
transportation are retroactive to July 1, 1993, the same 
retroactive date that was used in HB 2427 (1999 
session), and by SB 1002 in the second special session 
(1999 session) relating to destination services. 

Senate Bill 1347 (Chapter 317) 
Tax Incentives; Movie Production 
 Provides corporate and individual income tax and 

TPT/use tax benefits to motion picture production 
companies that pay at least $250,000 in production 
costs in this state and meet other criteria. The 
companies must continue to meet all of these 
criteria during each 12-month period for which 
they are qualified for tax incentives. 

 DOR will be responsible for issuing TPT/use tax 
exemption certificates to qualifying companies 
that are effective for twelve calendar months. 
Upon presentation to vendors, companies are able 
to purchase most goods and services exempt from 
TPT/use tax under the retail, personal property 
rental, transient lodging, restaurant, and prime 
contracting classifications. 

Senate Bill 1283 (Chapter 278) 
Forest Health Amendments 
 This bill amends the current TPT retail and 

contracting and use tax exemptions, tying them to 
the statutorily defined “qualifying forest products” 
and “qualifying projects.” 

2005 Legislation 
(Continued from page 5)  Also contains changes to current income tax 

credits and property tax classifications. 

House Bill 2055 (Chapter 116) 
Municipal Taxes; Credits & Claims  
The bill relates to City Privilege Tax Refunds and 
calculation of interest.  It: 
 Prohibits the City from refusing to process a valid 

claim or requiring a taxpayer to refile a valid 
claim, and establishes certain procedures. 

 Prohibits the City from requiring the taxpayer to 
return the refund to the taxpayer’s customers 
whether the amount of the tax was separately 
itemized and collected from the customer. 

 Makes the interest rate and calculation same as for 
the state TPT. 

 Interest on a refund is calculated from the date the 
claim for refund is filed to the date the refund is 
paid.  This is consistent with the current 
provisions of the Model City Tax Code.   

 The bill is effective September 30, 2005, and 
states that the change cannot be cited or 
considered in the interpretation of the code in 
effect prior to the change.   

House Bill 2365 (Chapter 248) 
Special District; Theme Park & Car Dealers 
Provisions: 
 Allows the establishment of a joint Theme Park 

and Vehicle Support Facility District (District) in 
a city (Phoenix) with a population greater than 
1,000,000 and a county (Coconino) with a 
population greater than 125,000 but less than 
150,000. 

 Requires the District to levy a transaction 
privilege tax (TPT) at a rate of nine percent on 
business activity within the District. 

House Bill 2626 (Chapter 249) 
Military Reuse Zone; Tax Incentives 
 Increases, from five to ten years, the termination 

date and subsequent renewal terms for military 
reuse zones. 

 Eliminates prequalification with DOC for 
eligibility for the TPT exemption relating to prime 
contracting activities and the class 6 property 
classification. 

 Requires taxpayers seeking to qualify for a tax 
incentive on the TPT for prime contracting 
activities in a military reuse zone or on the 
classification of property in a military reuse zone, 
to provide information to DOC relating to the 
amount of tax benefits the taxpayer receives each 
year for each year in which the taxpayer claims 
the incentives. 

 Also contains some income tax changes. 
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MESSAGE TO OUR CUSTOMERS WITH ZERO TRANSACTION 
PRIVILEGE TAX LIABILITIES 
Are you a wholesaler or subcontractor that has gross 
receipts to report but no tax due?  Or do you have a 
return to file but no gross receipts to report?  We 
encourage you to register and file your returns through 
www.AZTaxes.gov.  AZTaxes.gov provides a fast, 
accurate, and free environment for filing these returns, 
and registration to use the site is easy. Once registered, 
you can file your returns conveniently from your home 
or office.   
 

Go to www.AZTaxes.gov and use the option “Enroll to 
use AZTaxes.gov to file and pay online”.   
Enrollment only takes a few seconds, and you can use 
the site to file returns as soon as we receive the 
required signature card.   
Thank you for using AZTaxes.gov….your door to 
DOR! 


